TESTIMONY OF PAUL CHODAK

BEFORE THE SENATE ENERGY AND TECHNOLOGY COMMITTEE

e Chairman Nofs and members of the Senate Energy and Technology Committee,

: 1 thank you for the _opp_ortunity'to-test_ify regarding PA 286 which became _Iayv_ in - |

2008,

. '.My name is Paul Chodak. | am the pre_sident and Chief Op’eratirig Officer of
"~ Indiana Michigan Power, a wholly-owned eubsidiary of American Electric Power

serving 586,0_0.0_ customers in'southwest"l\/lichigan and Northern _]r_n_diana. e

7 o Our key generatlon asset in Michigan-is its. Iargest nuclear power |

plant the D. C. Cook Nuclear Plant in Brldgman MI. -
- It prowde_s‘ approximately 1,200 good paying jobs and
__many more contract jobs. .
S Our job is to provide our customers saf_e and reliable
:- power at the lowest cost we can. | |
" We wor.k_h_erd to :keep our rates lqw... For _exam'pl’e, we
o -reduced_ our workforce by 10% last year via a voluhtary
severance program. | |
= For decades I&M has been alow cost prowder in.

“ . Mlchtgan




» Currently, our residential rates are 32% below state -
‘average residential rates.

» We have never lost a customer to choice.

» We support the reforms made in P.A. 286. The speedier and more certain
5 recovery of utility. investments provided by that law will make Michigan utility
investments more attractive to investors. The result _wil_f be less co_s_t!y _bor_rowing .

and hence lower costs for our customers. Those reforms include:

Twelve Month limit on rate cases at the MPSC — Twelve months strikes -
" the appropriate balance of the need for a thorough review and _’cimely '

recovery to keep costs down. .

- Future Test Years - The Iegi_élétion allows utilities to utilize projected

- expenses and cabita_l invesfrhents (ie fLiture test years) when filing for
_rate adjustmén_ts._ This Wili better match the time in which the gosts are

.inr_:urr_ed with the time the rates will be in effect.

_ '.Estab_lishment-of a Certif.ic;_at_e of Need for pre-approval of power
. projects — Allows a utility to file a request with MPSC for pre-approval of |
| 'majbr Power Purchase Ag’réeménts, new generation projects and major

' _ihvestments at existing power plants. Our gc_ial is to_ serve customers in a

“manner consistent with their values.



- ‘There are many'options to be c_onsideréd and it is important and prudent

... for.utilities, the MPSC.and key -s'takeholders-,t:o review plans before the

“money is invested,

'.._This pre-approval process allows utilities to share the decision making
- ‘with the MPSC and if a certificate is granted, minimize the possibility of
aﬁer-fhe-f_act prudence reviews and rate disallowances, a major fear of _. '

- investors. - .

This will be a big help to 1&M as the certificate of need is specifically
| n available for collections of__indus_trial p'rojects like our CGook Plant’s Life’

Cycle Management Project, which | will discuss Iater.I :

| PA 286 Also Provided for Recovery Qf_.lnterest Coéts During

~Construction - Allows utilities to collect interest costs from its customers
-during consfru‘ction of certified power projects. This provides three very -
-~ important benefits for customers. First, it: improvés cash flow which -

- supports 'a utility’s credit metrics. This helps. keep interest rates lower. -
- Second, it also prevents the compounding of related interest costs during
cdnstrucﬁon, which can re_suit-in. higher rate ih_creases atthe end of a
o construc_tion project. Both of these lower a project’s costs to consumers.

- Third, it mitigates rate shock when a project is placed in rate base.: -



- For example,-assuming a’7% interest rate, .CWIP on a $1-billion
..gonstruction. project will save customers -over$200 million.in total costs.

over the life of a project.

~ Finally, the Ten Percent.Choic_e Cap — The ten percent choice cap is
‘probably the most importaht reform contained in P.A. 286. The choice cap

- reduces the risk of utility investme.nts. which in turn reduces the cost of -
-capital required'to make the multi-billion dollar, multi'-dlecade investments

* required to meet customer needs.

“The cap reduces investmént_ risk-and thereby the premium required by

investors.

- For example, the choicé cap limits the_'pOtential for a spiraling [oés of

g c.u'siorhers. When customers leave, their contribution to pay for a utility’s -
“fixed costs .are'picked up by remaining customers.. The biI.Is of remaining = |

customers are then dﬁven highér _p_r_ovi_ding incentive _for even more

customers. to utilize choice.

‘In short without a choice cap, -a-temporary"downturn in market power
- prices could send a utility into a downward spiral of losing more and more - -

“¢ustomers while the utility allocates 'commensurately more-and more costs




- to its remaining customerrs.- ‘The choice cap prevents this downward

- spiraling scenario.

" In a'practical sense, this supports the assurance of recovery provided by
-the Certificate of Need. After all, how val_idwou_ld_a Certificate of Need’s
| ..'guarantee of rec;overy.of prudent coéts be if all of a utility’s customers’

‘ '.'vvere free to depart an investing utility?  The guarantee is.worth little if all

- customers could simply depart. Who would p_éy?

" The choice cap allows a utility to plan for and invest in an electrical

system that will reliably serve its customers. If a utility can lose all its

~_ customers, how does it know what investments are appropriate? The -

- utility _sim_ply wouldn’t anw, cannot know, how many customers it needs
“to-plan to serve. It makes planning for investments nearly impossible.
_Fﬁndamentally, a r_e_thIated utility’s relatively fow risk business model
- reduces th.e cost of financihg large multi-decade capital investments

needed to serve customers. . .

Finally, the choice cap is- the backstop that best protects Michigan.
utilities credit metrics. It will allow them to make the niecessary -
- - investments at the most reasonable costs during the remainder of this

decade.'



« Financially these reforms are facilitating I&M’s decision to invest billions of 'doliars _

over the next several years to meet customers’ needs. There are two major

. reasons d_rivihg major capital investments for {&M. - -

Train Wreck — EPA fs simultéheoué!y moving several regulato‘r'y rules wh.ici'h_
- fogether will g.enerall'y drive many coal fired units either into retirement orto
-deploy éXpensive environmental equipment. Collectively these pr'opo.sed' :
rules are know_n as the_ "Train 'Wreck.‘_' Together they threaten to:'s_igniﬁc'antly
increase the cost of' poWer to our ec_onomy. either by' reducing the available
- génerat_ion supply or by the cons_tru;:t_ibn of majpr new environm_éntal' . B .

equipment on surviving units.

EE! and others estimate that as much as 20%_or more of U.S. coal generatibn
will be retired as a result of these new EPA rules. This will place significant

- upward pressure on market rates. ©

‘While we have no coal units in Michigan, our customers will fee! thé_sie cost.
-impacts as we have six coal fired units in Indi_ana that serve o_Ur'iVIichigan '
-~ customers. - We are scheduled to shut down three coal units 'andihves’t $1-2

billion retrofitting our remaining coal units.




. We continue to advocaté_ for lower coét regulatory schemes that will produce

-similar environmental benefits with .Federal regulators and policy makers.

Progress is difficult.

Life Cycle Manager'r.l'ent - In 2005 the Nuclear Regulatory Commission
granted each of our D.C. Cook Nuclear Plént's two generating unif’s 20 year
extensions for their operating licenses. The plant's two units will now be able

to operate till 2034 and 2037.

Howevér the éxtensioh will r_equi're us to make many substantial investments
~in Cook's equipment. As a result we are going to have to remove, replace
and sometimes upgrade many major piebes of equiphe_nt. It's & bit of an
dversimp!ification but much of the plant’s-original equipment was simply

. designed to operate for 40 years, not 80 years. - - -

We call this Cook's Life Cycle Mankagement process. This will be a major
| ihvestment, but in the end the Cbok Plant will still produce power .

economically. In short, customers will have access to low cost, near zero -

emission nuclear power at less than 30 percent of the cost of a new nuclear . - -

unit.



Notably,- SW-Mich igan will enjoy several y.ears of investment and many well

- paid jobs that will be 'produced by this project and the' benefits of twenty more -

... years of the plant's-economical operations.: .« -+ ot s i s S

_'We plan to file at the MPSC for a Cer_tificate of Need for this project in the first |

quarter of 2012.

~»  As | said earlier, this will be a period of multi-billion dollar capital investment for. -

 Indiana Michigan Power. . |

¢ In order to keep our customérs’ costs low, 1&M must maintain-sound credit -
' ‘metrics. Absent the above laws; our ability to invest WQQId likely be constrained

- o the detriment of our ability’-to keep iﬁoWer costs as low as feasible. The
e)-(isten.ce of the pfo_visions of P.A. 2_86 will make the projects much more feasible

- and alf-fordable' for our customers. . -

-« We encourage you to recognize and-support th’e many positive provisions that
© were passed in Michigan's 2008 Energy Act. They are"going?tb be'agreat help-

as we fry and digest the multi-billion dollar investments that are deSCfibed”'above_. :

~ o Last, you should also know that Michigan's Iegisl'a’t'u're was not aloné in providing
& : support to its utilities. Just last yeér, the State of Indiana passéd'tegislation '

‘designed to aid major investments by its utilities. That legislation also included




new provisions authorizing the Indiana Utility Regulatory Commission to: (1) pre-
" approve major generation and environmental projects and (2) allow for the

: recévéry of such project's carrying costs during construction. ... -

We are greatly thankiful for both legislatures’ wisdom and action in contemplation

- of this difficult time.

;M. Chairman this concludes my testimony. | would be pleased to answer any

questions from the corrimittee.






COMPARISON OF AVERAGE.RATES {IN CENTS PER kWh)
FOR MPSC-REGULATED ELECTRIC UTILITIES IN MICHIGAN
November 1, 2011

RESIDENTIAL ) SMALL o.og_sm_mn__p_.. : LARGE COMMERCIAL, ) INDUSTRIAL

kW : C 5 © 25 100 100 100 1,000 10,000 50,000
ki 250 5000 1,000 1,000 5000 21,600 - 28,800 - 36.000 - 432,000 4,320,000 21,600,000
INVESTOR QWNED :
ALPENA POWER . 1578 1418 13.38 1431 12.87 . 13.07 1179 10,90 9.05 7.22 6.64
CONSUMERS ENERGY 13.82 . 1249 . 11.83 13.41. . 12.09 1214 10.81 10,03 . 8.98 8.23 - 7.85
DETROIT EDISON , 1641 - 1461 1437 13.85 1225 - 1175 1171 10,88 - 8.78 8.24 A
EDISON m>c5mrm3m_o 1100 1032 . 998 11.91 11.04 10.88 1122 1068 .78 9.74 9,74
"AEP (I1&M) COMBINED - 1078934 7 =861 “10.63°:110.04 . {8.55:7.0 8,967 8.80°0 R v < ERRPSRR T - N L. & U6
NORTHERN STATES POWER : 1240 10.95  10.23 10.57  9.61 10,56 9.45 8.78 - 837 - 8.30 8.29
UPPER PENINSULA POWER - - 2012 1812 1712 18,22  16.90 1545 1389  12.95 . 9.53 898 8.14
UPPER PENINSULA POWER IRON RIVER ~ 17.57 1567  14.57 1876 - 14.47 : 1451 13.29 12,56 . 9.53 8.98 8.14
WISCONSIN ELECTRIC 1879 1630  15.06 17.64  14.89 1443 1437  12.20 © 10.74 10.36 - 7.46
WISCONSIN PUBLIC SERVICE" 11.83 10,03 913 10.94 8,06 8.76 8.70 8.66 7.86 7.52 6.90
COOPERATIVES R . :
CLOVERLAND - 1323 1143 1053 - 1122 10.30° 9.85 912 8.68 7.03
GREAT LAKES . 16.86  13.88. 1239 1283 1116 1129 10.38 9.84 743 .
MIDWEST ENERGY 1853 13.58 12,03 - 1213 1074 1113 10.09 9.47 - 10.48
ONTONAGON o 2318 2079 1958 © 1875 1673 _ 1714 1542 . 1439 11.71
PRESQUE ISLE- § . 1716 13.96  12.36 1167  10.18 11.80  10.65 8.96 8.56
THUMB . . 1549 1389 1279 1301 1196 - 1430 1203 - 1210 9.27
AVERAGE INVESTOR OWNED . 14.85 1319 1243 13,73 1232 12.14 1142 f0.82 9.00 8.43 7.74
AVERAGE COOPERATIVE . 17.08 1455 1328 1327 11.85 . 1258 1143 1074 .-e03 . I
AVERAGE ALL COMPANIES : 15.69. 1370 1275 13.55 12.14 1229 1142 1067 o801 . . 843 7.74

moEnn. Michigan Public Service Commisslon Utiity Rate Books ’
Compiled by the Regulated Energy Division ’







